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EDITOR'S NOTE 


The Very Reverend Edward J. O'Donnell, S.J., President of Mar- 
quette University leads off in this issue witha timely article on "Education's 
Role in Solving the Productivity Problem." Father O'Donnell delivered 
this message to fifty specially invited top executives from the Mid-West 
a few weeks ago. The occasion was a two-day conference on Productivity 
in a Free Society, sponsored jointly by Marquette University and the 
University of Wisconsin in Madison and in Milwaukee. A copy of the 
program has been attached for our new readers to indicate one of our 
many services to the business community. 


Acting Dean Orville H. Palmer gave a June commencement address 
which we have reproduced. It was delivered at Whitewater State College 
after he had received their 1961 Distinguished Alumnus Award. In this 
article, entitled "A Citizen's Responsibility to his Community," Dean 
Palmer challenges the graduates to a lifelong program of self-development. 
The message is inspiring and applicable to all citizens pursuing their 
livelihood in the business world. 


Dr. John Hogan of Northwestern Mutual Life Insurance Company 
gave a stimulating address to the local chapter of the National Office 
Management Association in October. It was entitled "The Metropolitan 
Area -- An Economic and Social Challenge," and because of its timeliness 
we have obtained his permission to present it as an article. Dr. Hogan 
diagnoses the environmental problems of today's metropolis and offers 
his guidelines for their salvation in a stimulating manner. 


Dr. Richard Lynch, Assistant Professor of the College of Business 
Administration, Marquette University, has written about "A Look Ahead 
in Accounting." Professor Lynch was selected by the University to attend 
a month-long session on this topic last August. The Ford Foundation 
provided funds to bring scholars from all over the country to Williamstown, 
Massachusetts, to discuss this vital subject. The article summarizes 
some of the conclusions and views shared by the participauts. 


The Fall issue of the Marquette Business REVIEW contains a new 
feature, Economic Indicators for Nineteen Cities in the State of Wiscon- 
sin."" The editor is responsible for the collection and presentation of 
the data for these areas. Four indexes are compared for the summer 
quarter of 1960 and 1961 to determine their relative changes. They are 
Bank Debits, Building Permits, Industrial Electricity Sales, and Employ- 
ment figures for the major urban areas of our state, 








EDUCATION'S ROLE IN SOLVING 
THE PRODUCTIVITY PROBLEM 


The Very Reverend E. J. O'Donnell, S. J.* 


Gentlemen, looking over the program and the imposing array of 
learned papers already given on the techniques and specialized problems 
involved in productivity, it would be -- I think -- highly presumptuous 
on my part to attempt to deliver yet another technical paper on this 
subtle and complex subject. 


For one thing, I must confess my limitations in the area of economic 
productivity. Frankly, I believe I shall learn more from this conference 
than what I could possibly contribute to it, particularly to the purely 
technical aspects of it. 


Secondly, I would gather that you are interested in what a university 
-- as a university -- has to say not only about productivity but about the 
broad, general context in which productivity can flourish; and about the 
education of young men and women whose economic activity will be charac- 
terized by largeness of view, a wide range of human understanding, and 
a depth of compassion. 


What is the traditional statement of "the productivity problem"? In 
its simplest and most primitive economic terms, it is the problem of 
how to use men, money and machines in the most efficient way to insure 
maximization of production of goods and services. 


The components of the problem -- as they are traditionally stated -- 
include such matters as the productive process, cost-saving methods, 
plant engineering, quality and cost control, the line-supervision function, 
development of new products and materials, and the general flow of goods 
through the firm and associated systems. 


Throughout the productive process there are three ever-present 
dimensions -- (1) the development of physically feasible alternatives; 
(2) the identification of the most economical of the alternatives; and 
(3) the final choice of one alternative based upon the human aspects 
involved, 


Now, as I hope to show, the "productivity problem" admits of a 
somewhat broader statement -- or at least a broader consideration -- 
than this. And it is in this broader aspect that the university, I think, 
can play a distinctive role. 


* The Very Reverend E. J. O'Donnell, S.J., is President of Marquette 
University. This address was given before the Conference, "Solving 
the Productivity Problem in a Free Society,"" at Wingspread, Racine, 
Wisconsin on November 16, 1961; this conference was sponsored jointly 
by the University of Wisconsin at Madison and at Milwaukee and by 
Marquette University. 





But before I consider that distinctive contribution of the university, 
may I observe here that one of the most significant developments in the 
history of business education in this country has been the recent appear- 
ance of both the Pierson Report and the Gordon-Howell Report sponsored 
respectively by the Carnegie Corporation and the Ford Foundation. 


If, as I believe, the general recommendations of both these reports 
are sound, then the business and economic life of our society -- and 
this includes, of course, all of those manifold activities involved in the 
production of goods and services -- has everything to gain from the 
incorporation of these recommendations in the curricula of our schools 
of business administration. 


As a footnote, I am pleased to report that our own College of 
Business Administration, after a year-long self-analysis of its curriculum 
and a thorough study and discussion of the Pierson and Gordon-Howell 
Reports, has embarked on a curriculum revisionist program designed to 
accomplish many of the objectives so sanely and urgently proposed by 
these Reports. 


It is instructive, I think that the recurring theme throughout the 
Pierson Report, the dominant emphasis, the leit-motif, is on the need 
for a broadly-based, humanistic education for businessmen, I note this 
here because it is relevant to what I shall say later in a consideration 
of productivity and the university. 


I might add that it is not only a broad, humanistic education which 
business and industrial leaders are requiring from university graduates 
whom they employ, but also the functional ability which will enable them 
to quickly become contributing members of the productive organization. 
Intelligence and skill is the combination that is desired. 


And not only the business schools, but the engineering colleges as 
well have broadened the curriculum of their students. Our own College 
of Engineering -- if I may add another proud foomote here -- under the 
direction of Dean A. Bernard Drought, has developed a curriculum and 
established an atmosphere which is in the best tradition of humanistic 
education. 


With respect to the business and industrial commuhity, let me quote 
briefly a few sentences and phrases from a summary of the Pierson 
Report. They indicate the direction of business education today. 


"Ideally," says the Report, "the student aspiring to a responsible 
managerial post should, in his undergraduate years, acquire a solid 
foundation in the arts and sciences -- especially English, economics, 
mathematics, and the social sciences. " 


Again: "Education for a career asa manager in one of tomorrow's 
complex technological industries necessitates the fullest expansion of a 
student's knowledge and rational ability in business-related disciplines; 
otherwise it becomes mere training in technical skills," 








Also: "Employers prefer preparation in liberal arts to specialized 
business programs. " 


Pierson found that 30 per cent of business school graduates wished 
that they had had more mathematics in college; and half of the graduates 
felt that they should have had more psychology. 


“Both employers and employees," says the Report, "seem to agree 
that a specialized business program, particularly for undergraduates, 
does not provide a sufficiently broad background for a career in business 
management, " 


Because business processes and policies are dependent upon his- 
torical, political and human factors as well as upon economic factors, 
says Pierson, “substantial familiarity with the social sciences is.... 
essential for serious business students, " 


I cite these observations and. findings from the Pierson Report 
because they illustrate, I believe, a healthy trend in American business 
and industrial life -- a trend which seeks to broaden the base of business 
and industrial activity in this country by broadening the educational and 
cultural background of our future businessmen and industrialists. 


It is a trend which will bring to business and industrial life many 
of the characteristics of our traditional professions; that is, a central, 
continuing concern for the common good of our society; awareness of and 
devotion to goals and values beyond our immediate self-interest; and the 
ordering of our work to the deepest and noblest aspirations of men. 


Now, anybody who has watched the development and maturing of 
American business and industrial life over the past 25 or 30 years knows 
that this trend is not the birth of something new. It is, rather, the 
inevitable culmination and the systematic realization of something that has 
been growing for a generation. 


What we are now witnessing is the emergence of what had hitherto 
been an instinctive social responsibility and humanistic concern into its 
natural next phase where these ideals and principles are not left simply 
to instinct or intuition, but are cultivated formally in the educational 
preparation of business and industrial leaders. 


-Indeed, this formal, educational phase has been foreshadowed by 
businessmen themselves. Some of our largest corporations have been 
sending key executives back to school for intensive courses in the humani- 
ties and the liberalarts, There has been a sharp and vivid realization 
that something was lacking in the educational process 15 or 25 years 
ago --namely, philosophy, literature, history, social and political science 
and acquaintance with the fine arts. The book published a year or two 
ago by the Fund for Adult Education, entitled “Toward the Liberally 
Educated Executive," is undoubtedly familiar to all of you as an illustra- 
tion of this widespread concern in American economic life. 





This past week I noticed an article in the November issue of the 
Atlantic Monthly, entitled "Are Big Businessmen Crooks?" It says, in 


part: 





There are two parts to free enterprise; one is competition; 
the other is profit. Men compete because there are profits. 
This is straight out of Adam Smith. The profit part of the 
system has never been repealed. The system does not work 
on losses. That way has been tried, and the records of the 
bankruptcy courts attest the unsatisfactory results of that 
deviation. Therefore, however enlightened a corporate head 
may be, however socially conscious his pronouncements, what- 
soever the corporate charities, profit is the sine quanon. A 
top executive may say that there is more to modern business 
than profit making, but before the applause has died away he 
will have some vice president, division head, or department 
manager on the carpet for unsatisfactory profits. This does 
not mean that the talk is double. It simply means that without 
the profit the stuff for humanitarianism is not there. 


The problem of productivity -- no less than the problems of business 
and industrial life in general -- must be faced, I believe, in this broad 
context of the socially responsible, professional and humanistic orientation 
of economic activity. 


This is what I meant earlier when I suggested that the problem of 
productivity must embrace more than the merely technical and economic 
elements involved. It cannot ignore those elements. But neither may 
it ignore the social and humanistic considerations. 


And here I can only raise questions; I cannot answer them. But I 
think these are the questions which a university is best qualified to raise 
and which a responsible university does raise. 


For example, is it sufficient for the quality standards of a product 
or service that they be set at a competitive level, or is there an objective 
level -- perhaps superior to the competitive level -- which responsible 
manufacturers should try to maintain? 


What can manufacturers do, with or without the collaboration of 
union officials, to enhance the craftsmanship of American workers and 
their products? 


What are the unsolved human problems, ifany, of assembly-line 
manufacture? 


If it is true that all men are meant by nature to be creators -- 
that is, makers of things -- how can their making, or creating, instinct 
be satisfied within the context of modern industrial procedures? 


Are wages and profits the only incentives to more efficient produc- 
tivity; or are there other motivations, perhaps even more profound 
motivations, that can and should be explored? 








In the introduction of new, automated production techniques, are 
there certain human values which must be safeguarded and perhaps 
balanced off against the economic advantages that accrue? 


What sort of a business and industrial environment best stimulates 
the imaginative, creative and critical faculties of employees -- from 
production workers to managerial executives? 


I repeat, I have no answer to these questions. But I do have a 
lively interest in the questions. And I do think that these are the kinds 
of questions with which universities and graduates of university schools 
of business administration must be concerned if the "problem of produc- 
tivity"’ is to be faced in its broadest aspect. 


As you may have detected by now, there is more than a whiff of 
the moral in my approach to the "problem of productivity." I do not 
see how we can avoid the moral element in economic life. Man is indeed 
a moral being. If we deny that, then we must -- it seems to me-- 
subscribe to the Communist doctrine that man is nothing but an economic 
unit, a cipher, an animal whose only significance is how much he can 
produce and consume in any given period of time. 


In America, thank God, we have a different concept of man, we have 
the Judeo-Christian concept which recognizes that man's origin and destiny 
are beyond time and that what a man does in his economic life will have 
an eternal resonance. 


The characteristics of man as a moral being are freedom and 
responsibility. Man is not free to do as he pleases, but to do as he 
ought. The benefits of freedom are inseparable from the burden of 
responsibility. 


Productivity is not an end in itself. It is a means to an end, to 
what the philosophers call the "good life."" It is instrumental to the 
purposes of man. It enables man to satisfy not merely his material 
wants, but his spiritual and social needs. If productivity does not do 
that, then there is something wrong with the productive process, with 
man, or with both. 


My remarks here today would be misunderstood if anyone were to 
believe that I am either indifferent to or underestimate the importance 
of a dynamic, productive economy. Entirely aside from our nation's 
internal requirements for a dynamic economy, there are the obvious 
external considerations. There is European prosperity and competition; 
the European Common Market and our relationship to that market; the 
extent to which we can help new, underdeveloped nations; and, of course, 
the threat posed by Soviet Russia which has all the advantage of the 
momentum of a determined drive, but all the disadvantage of totalitarian- 
ism which suffocates the human spirit. 


I, for one, refuse to believe that our free society cannot continue 
to surpass the lock-step productivity of the Soviet society. But it is my 


deepest conviction that our definition of a "dynamic economy" must include 
these humanistic elements, these spiritual elements, if you will. And 
as I say, all signs in American business and economic life point to a 
maturity of understanding of this truth. 


The natural soil for creativity is freedom, not tyranny. Here, again, 
the university can make a special contribution to the solution of our 
productivity problem by encouraging creativeness in its students. 


A few weeks ago, in a talk to our students and faculty, I stressed 
the indispensability of creativity, the need for it on all levels and in all 
areas of American life. 


We need creativity in our political thinking. We need it 
in our international relations. We need it on such knotty and 
complex matters as arms limitation and arms control, on 
automation and on the rebuilding and revitalization of city 
life. Indeed, we need creativity, the fresh approach, to 
virtually all the old and certainly all the new problems that 
man faces today. 


The creative student is critical of society, but he is not 
corrosive. 


The creative student is more interested in reform than 
he is in revolution. 


The creative student is flexible in his methods, but not 
fickle in his goals. 


The creative student is willing to change what needs 
changing, not because he loves novelty but because he wants 
to construct something better. 


The creative student respects the complexity of reality, 
but he does not multiply subtleties. 


The creative student is patient in the face of a problem, 
but he does not hesitate to move to a synthesis when he has 
the data he needs and has reflected sufficiently on that data. 


Creativity should not be confused with cleverness or 
glibness, nor should it ever be confused with affectations of 
oddity in dress or manners. 


However, the creative person IS individualistic in his 
ideas. If he sometimes seems out of step with his fellows, 
it may be because, as Thoreau said, he hears a different 
drummer. Let him step to the music which he hears, how- 
ever measured or far away! 








This, I think, is what modern business and industrial leaders are 
looking for in today's university graduates. This, I am convinced, is 
what universities must do all in their power to foster and enlarge -- 
creativity, competence and compassion. 


If we in the universities do this we shall have made our most 
important contribution to the solution of the productivity problem, taken 
in its total relevance to the destiny of man. 





A CITIZEN'S RESPONSIBILITY 
TO HIS COMMUNITY 


Orville H. Palmer * 


For the past two decades, those of you who are graduating today 
have been engaged in a program of educational growth. This began at 
your birth and was at that time largely influenced by your family. Your 
educational experiences became more formal as you progressed through 
kindergarten, elementary school, high school and college. Throughout 
this time you have been given the opportunity to develop as a person who 
can become a positive influence in society. From the time you began to 
learn to creep and to walk, you have been learning to develop your physical 
skills. The techniques of communicating ideas verbally, in writing, and 
by action have been carried through your entire educational program. 
Within your home and school environment you have been permitted and 
encouraged to mature socially. Your formal educational program has 
included in it the opportunity to become liberally educated. All of these 
experiences have been directed toward the goal of helping you develop as 
a person who can become a positive force in our society. 


Your educational opportunities became more pointed as you pro- 
gressed through school. Those who were preparing to enter the profession 
of teaching were directed through a program of learning designedto identify 
the principles of a sound educational philosophy. Those who were prepar- 
ing themselves to enter the business world were guided through a program 
which emphasized the principles of economics, of management, and of the 
tools of decision-making. Whatever your final goal, you have had an 
education that prepares you to become a member of society and to under- 
stand the general underlying principles which are basic to your career. 


Finally, your educational program has provided you with an oppor- 
tunity to develop a productive skill. Those who are entering the teaching 
profession must have more than a philosophy of education. A knowledge of 
how to teach and how to apply the skill of teaching toeach particular area 
of interest is also essential. Each teacher must know specifically how to 
teach children in the primary grades, if that is the area being taught, or in 
the secondary school how to help boys and girls to learn to type, to do ac- 
counting problems, to apply mathematical skills to problem solution, to 
write letters that clearly express ideas, and so on. Those entering busi- 
ness must, in addition to understanding the principles of decision-making, 
know how to be productive as accountants, as salesmen, as research tech- 
nicians, and so forth. When you, as an individual, enter society you must 
be more than a man of ideas, you must be a productive member of society. 


Throughout the past two decades you have been a member of society. 
Now, however, you are equipped to start exerting greater positive influence 
on that society which has provided you with the facilities, the experiences 


* Mr. Palmer is Acting Dean of the College of Business Administration 
of Marquette University. This address was delivered at the commence- 
ment exercises of Wisconsin State College in Whitewater, Wisconsin, 
on June 9, 1961, when the “Distinguished Alumnus Award" was conferred 
upon Mr. Palmer by the College. 








and the opportunities for your educational growth. You must now accept 
those responsibilities expected of a citizen in the community in which 
you live. 


History is abundant with examples of great nations that have fallen 
from their place of leadership. Without exception, the fall was preceded 
by a degeneration of its citizens. We stand on the threshold of a similar 
decline unless young men and women such as you accept the responsibility 
of regenerating its growth and vitality. I should like to explore with you 
this morning some of the responsibilities which must be accepted by our 
young citizens if this nation is to survive as a leader in world affairs. 


The President's Commission on National Goals, in its report pub- 
lished in 1960, has this to say about the individual. ‘The status of the 
individual must remain our private concern. All our institutions -- political, 
social, educational and economic -- must further enhance the dignity of the 
citizen, promote the maximum development of his capabilities, and widen 
the range and effectiveness of opportunities for the individual." 


The most immediate step toward furthering the goal stated above 
that can be taken by each person in this audience today is to become 
increasingly effective on his job. Those who are entering the teaching 
profession must become good, full-fledged teachers, not "eight-to-three 
caretakers of the classroom." You will be challenged with the opportunity 
to work with youngsters with all ranges of ability. It is your responsibility 
to bring out the best in the student with limited ability as well as to 
challenge the superior student. 


Education seems to go through waves of fads. We are presently 
in the superior student fad. We have recently passed through the emphasis 
on science, and mathematics fads. Historically, we have gone through 
methods of teaching fads. Regardless of the current emphasis, I suggest 
to those of you who are devoting your life to teaching that you should 
never. lose sight of the fact that each student with whom you have the 
privilege of working has a contribution to make to society. It is your 
job not to fill his head with facts, but to spark each student to achieve 
to his capacity. You become a productive member of society as ateacher 
when you have caused one student, whatever his ability might be, to 
achieve to capacity. You increase your productivity as you increase the 
number of students so to achieve. 


Those of you who are entering the business world also have a 
responsibility for productivity. If you are a salesman, productivity does 
not mean making the greatest dollar volume of sales per unit of time. 
Productivity of a salesman means doing the best job possible of satisfying 
the wants and needs of man with the right product from your firm. A 
salesman has a citizenship responsibility of thoroughly understanding the 
product being sold and of gaining a thorough understanding ofthe needs 
of society in general and of each customer in particular, in order that the 
need for a product of the right quality, the right quantity and the right 
price can be met. The community prospers from the productivity of a 
salesman, from the quality of the work completed, rather than from the 
dollar volume of sales made. 
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Many will enter a field of business that is closely akin to the field 
of education -- that of personnel management and training. The most 
valuable resource in each community is its people. Those not employed, 
those employed in a wrong job, those employed without proper orientation, 
training and supervision result in a greater loss to the community than 
idle plants, idle machines or wasteful use of material. Each person 
entering the field of personnel management carries on the work that the 
educational institutions began. The productivity of the personnel manager 
in a business organization is partially measured by his ability to select 
the right person for each position to be filled. The selection of a 
properly qualified employee does not necessarily guarantee success. 
After his selection, he must be given an opportunity to become acquainted 
both with his industrial environment and his community environment. A 
skilled employee may become only moderately productive if he and his 
family are not happy with their environment. The productivity of a 
personnel manager may then be related to his success in orienting new 
employees and their families into the business and the community. 


Most studies made of employee morale reflect that opportunity in the 
future ranks above immediate financial returns as a factor in job satisfac- 
tion. The personnel manager, through his development of training pro- 
grams for employees and their supervisors, can do much to increase the 
productivity of employees. I do not wish to imply that employees should be 
relieved of responsibility for their own success. I do wish to call to the 
attention of those who enter the business world in the field of personnel 
management that the productivity ofthe business, and therefore of the com- 
munity, can be improved by their accepting responsibility to perform 
the work of personnel development in the interest of all employees. 


I cannot but remark at this point that those who enter the teaching 
profession are the original personnel management specialists in each 
community. It is the teacher who lays the groundwork in each future 
employee that makes it possible for him to be oriented, trained and 
supervised. The productivity of those who will be teachers as well as those 
who are directly entering positions in business will be measured by the pro- 
ductivity of the industry and the community in which you live. Graduates 
of the Class of 1961, your first responsibility as a citizen is to be a 
productive person and to influence others toward increased productivity. 


This leads me to the second point which I wish to make. Each 
person, particularly he who has had the opportunity of collegiate education, 
has a responsibility for his own continued educational growth. Today is 
commencement, aptly titled since you are commencing to fulfill your 
responsibility as a citizen. Today you have your basic education and 
are prepared to enter a profession or a vocation of your choice. Your 
growth and future success will come only if you are constantly broaden- 
ing and updating your education. 


Thousands of teachers enter graduate schools each year to work 
toward their Master's Degree in Education. Unfortunately, our educational 
system has placed such emphasis on degrees that at least 75 per cent of 
all who go on for work toward an advanced degree have no objective 
except the degree. I suggest that if you, asa citizen, are to meet your 
responsibility toward the young men and young women of your community, 
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you must determine the type of education that you need in order to become 
a better teacher. If, in your undergraduate work, you have had a fine 
background in the principles and techniques of education, perhaps you will 
benefit, and as a result your students will benefit more, if you spend 
your graduate study in an academic field. If you are going to be an 
inspiring teacher of bookkeeping, you need to know a great deal more 
about accounting than is reflected in the textbook you are using in your 
class. History will come alive for your students if you are competent 
as an historian as well as a teacher. 


Within the past decade, the Master's Degree in Business Adminis- 
tration has also tended to attract many young men and women who are 
seeking to improve their status in industry. Here, too, many candidates 
are focusing their attention on the degree rather than on the type of edu- 
cation they need to prepare themselves for their added responsibilities as 
they move into the higher echelons of management. It is not uncommon for 
students to come to us desiring to develop further their education in 
specialized areas rather than to broaden their understanding of the prob- 
lems of management and gaining a perspective through which they can 
integrate their existing knowledge ina specialized field with the over-all 
decisions which must be made for the successful operation of a business. 


If you are to make progress in meeting your responsibilities as a 
citizen, whether you be a teacher, a businessman, a scientist, or in any 
other vocation of your choice, you must be constantly alert to new 
developments. These developments cannot be solved through book-learning 
alone. Graduate school programs, if properly designed, provide a formal 
type of education which can be quite stimulating. Education can be ac- 
complished by informal as well as by formal methods. The individual 
who is able to discipline himself toward a well-planned program of 
independent reading and study frequently achieves as much or more than 
is gained through a formal type of education. All about us in business 
and the professions are men and women who have achieved their present 
status through self-education. 


I should also like to suggest to you that many times you can become 
a more effective person in your chosen field if you are willing to acknow- 
ledge certain weaknesses and then do something to minimize them. You 
might become a better teacher by taking a course in speech. You might 
become a better accountant by taking a course in report writing. You 
might become a better salesman by taking a course in blueprint reading. 
You might become a more effective person in any area by improving 
your human relations. 


Many a man with tremendous ability is not able to utilize his ability 
fully because he cannot work with others. Studies have shown that over 
two-thirds of those employees who lose their jobs have been unsuccessful 
because of their inability to work with others rather than a lack of 
technical competence. Those of us who have been associated with educa- 
tion for many years recognize that there are many teachers, highly 
competent in the techniques of education and in their subject matter, but 
who are unsuccessful as teachers because of their inability to practice 
good human relations. This is something which only you can develop. 
Human relations is an ability to adapt yourself to others with whom you 
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must work. This means accepting people for what they are. Each 
person, whether he be a student, a subordinate, a fellow employee, or 
your superior who is doing his job well whatever it might be, is entitled 
to your respect. The most successful reflection of respect is shown not 
in home-room and office parties nor in big displays, but in little things. 
For example, take time to greet students in your classes wherever you 
meet them. Recognize students and colleagues as human beings with the 
same problems that you have as an individual. Recognize the need for 
help and advice. Don't impose last night's bad judgment on your class 
or your associates. It was you who used bad judgment, not they. Do 
not penalize your students or your staff by your inability to plan. Be 
willing to share the limelight with those who are responsible for your 
success. Bea sincere, honest, ethical, down-to-earth person. Your 
respect for others commands respect for you. Respect of you by your 
co-workers is a most important factor in developing those human relations 
which assure you of success in doing your job. 


The truly important man is one who is conscious of his powers and 
is bent upon developing them, and thus becomes great by design. You 
cannot be great in anything unless you have a vision of the greatness 
possible in it. Your success is the ratio of your accomplishment to your 
capacities. Graduates of the Class of 1961, your second responsibility 
as a citizen of the community in which you live is to continue your 
educational growth which was started by your parents, in your elementary 
school, in your high school, and most recently in college, through your 
adult life in order to maintain your productivity at your capacity. 


As an educated person, each individual in this graduating class has 
the additional responsibility of participating in the affairs of the commu- 
nity. I should like to quote again from the report of the President's 
Commission on National Goals: "The degree of effective liberty available 
to its people should be the ultimate test for any nation. Democracy is 
the only means so far designed by which a nation can meet this test. 
The democratic process functions only when the individual accepts his 
full responsibility as a citizen by forming considered opinions on public 
policy and by active participation in the choice of public representatives. "' 


It is important that each citizen contribute his time and talent to 
his community. This does not mean that you need to become mayor of 
the city, a member of the city council, or president of the local chamber 
of commerce. Nor does it mean joining every club or saying "yes" to 
taking part in every community activity. It does mean knowing yourself 
well enough to accept those responsibilities you can perform withthorough- 
ness. The President's Commission pointed out that active participation 
in the choice of public representatives was a responsibility of every 
citizen. This means casting your ballot at all elections. I should like 
to emphasize that teachers, as well as doctors, lawyers, businessmen 
and others have this responsibility whether it be for president, governor, 
or a director of the local school board. 


There are many opportunities for aiding in community projects and 
molding community opinion. In nearly every community educators and 
businessmen are cooperating in career conferences. Communities with 
sales executives clubs, chapters of the National Office Management A sso- 
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ciation, and other professional groups have educators as members and 
frequently sponsor joint educator - business committees and conferences. 
The local chamber of commerce frequently invites educators to sit on its 
committees. These are excellent devices for the development of mutual 
understanding of community problems. Out of these associations comes 
progress. May I cite a couple of personal experiences in community 
cooperation. Eight years ago the Milwaukee Chapter of the National 
Society for Business Budgeting wanted to develop a training program for 
its members and for others serving as budget directors in industry, in 
institutions and in governmental bodies. The objective of this program 
was to improve budget practices and an understanding of the principles 
of budgeting. A committee from the Association and a committee of 
educators worked together in planning the course and in the preparation 
of a teaching manual. Since that time some 200 young men and women 
have been trained in the principles of budgeting and two books on budgeting 
have been published for use in educational institutions, in business or- 
ganizations, in institutions and by governmental bodies. 


During the past year I have had the privilege of working with the edu- 
cational committee of the Milwaukee Controll of the Controller's Institute 
in sponsoring a course for the outstanding students in accounting at Mar- 
quette University and at the University of Wisconsin- Milwaukee on Recent 
Developments in Financial Management. During this course, two officers 
of Milwaukee Corporations, thirty senior and graduate students, and three 
faculty members of Marquette and the University of Wisconsin-Milwaukee 
joined together in study. It was a mutually profitable experience for all. 


The YMCA, the YWCA, the Boy Scouts, the Girl Scouts, and other 
youth organizations need leaders and need members of advisory councils 
in their work with the boys and girls of the community. The community 
in which you live needs leadership in developing adult education and 
recreation programs. There are unlimited opportunities for you to become 
an integral part of your community as well as to contribute to helping 
it develop as a fine place in which to live. You must seek out these 
opportunities for community service and in this way extend the horizons 
of your positive leadership. 


Progress is always the result of someone's stepping forward, being 
willing to break with the pattern of the past. Flexibility and adaptability 
are the most important attributes in a constructive life. To do well where 
there is no opposition is commonplace. True greatness raises itself 
above the crowd by doing great things with little means, by coping with 
the unexpected through originality and ingenuity, and by not wasting time 
and effort on trivial matters. As you commence your journey down the 
road of your professional and community life, may I suggest that if the 
United States is to retain its leadership in the world, you must accept 
the responsibility of contributing to the regeneration of its productive, 
its educational, and its moral growth. 
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THE METROPOLITAN AREA -- 
AN ECONOMIC AND SOCIAL CHALLENGE 


John D. Hogan* 


I. Introduction 





Six centuries before the birth of Christ, the "convention city" of 
the Eastern world was Babylon. Situated on the Euphrates River and 
commanding the rich trade routes to the East, Babylon was known for the 
palaces, temples, and hanging gardens surrounded by its eleven miles 
of city walls, The city was the dream of Nebuchadnezzar, who had freed 
it from the Egyptians and the Persians, and brought to its affairs the 
gift of his talents for organization and beautification. He was probably 
not the first, and certainly he was not the last urban planner to suffer 
a nervous breakdown, and he eventually had to be put away. His son, 
Belshazzar, a person of ordinary talents, assumed the throne and, as 
it turned out, was the last ruler of Babylon. 


One day Belshazzar called a meeting to which he invited all the big 
shots of the kingdom, no doubt to commiserate over such problems as 
the property tax rate, congestion, water supplies and blight. In anycase, 
during the deliberations there suddenly appeared a hand which wrote four 
words upon the wall. As you may suppose, Belshazzar and his moguls 
were astonished and frightened: one reason was that they could neither 
read nor write, But the priests and the academicians were no more help, 
since they could make nothing of the words either. So the obligation to 
explain the meaning of "the writing on the wall" fell finally to Daniel, who 
had been brought out of Jerusalem by Nebuchadnezzar in the Babylonian 
captivity. Daniel read the words on the wall (mene, mene, takel, upharsin), 
to the king and his cohorts and interpreted them as follows: "God hath 
numbered thy kingdom. Thou art weighed in the balances and found 
wanting. Thy kingdom is broken up and given to the Persians." While 
the king and his court sat around trying to fathom this strange reversal 
of their fortunes, the Persians took over the city, slew Belshazzar, and 
absorbed Babylon. 


This legend is a warning to those who will not heed in time the 
onrush of impending events. We who live in urban complexes have been 
loathe to interpret the writing on the wall and to consider seriously what 
we have to do in order to restore the promise ofthe city. To redeem 
our metropolitan areas from congestion, blight, disorder, and ugliness we 
must first surmount barriers of shortsightedness, provincialism and greed. 


* Dr. Hogan is Assistant Director of Markets Research and Staff Eco- 
nomist, The Northwestern Mutual Life Insurance Company, Milwaukee, 
Wisconsin, This article is drawn from Dr. Hogan's address to the 
Twelfth Annual Office Management Conference ofthe National Office 
Management Association, held on October 3, 1961, at Marquette Uni- 
versity, Milwaukee, 








I will begin by reviewing some numbers which bear out the obvious 
fact that metropolitan areas are important, then proceed to a catalog of 
mfajor metropolitan problems, suggesting in turn the reasons why we have 
failed to cope with these problems, and finally, develop some guidelines 
to salvation, 


Il. Some Numbers of Importance on the Metropolitan Environment 





The period since the Second World War has produced sucha remark- 
able growth of urban complexes that there is no doubt that the emerging 
units of livelihood are the metropolitan areas. The metropolitan area 
to be analyzed here is the city of 50,000 or more population, which 
constitutes the urban core of surrounding suburban cities and villages. 
Most social and economic considerations must not be referred to the 
metropolitan setting. This is a statistical fact, however loathe we are 
to accept the reality that we are inescapably citizens of large urban areas, 
and however disinclined we are to change our habits and allegiances. The 
1960 Census of Population indicates. that half of all the people in the 
United States live in the 25 standard metropolitan areas with population 
exceeding one million; nearly two-thirds (63 per cent) live in the total 
of 212 metropolitan areas. Over the last decade the population of the 
United States increased by about 27 million people, or 18 per cent; the 
standard metropolitan areas increased by 25 million people, an increase 
of 29 percent. It would appear that very soon the United States will 
rely upon the metropolitan areas for all of its net population increase, 
since they produced 93 per cent ofthe last decade's growth, and 97 per 
cent of the last five years’ growth, 


Of course the significance of metropolitan area population growth 
is that is is chiefly attributable to the suburbs, not to the central cities, 
Over the last decade the population of central cities increased by about 
1l per cent, but the suburbs increased by nearly 50 per cent (48.6 per 
cent). In the future we shall become more and more urban: the population 
gain by 1970 is estimated at 50 million; by 1980, 80 million, These new 
citizens will add to the metropolitan load, barring any unexpected inter- 
ruption of trends, 


Our reliance on the metropolitan area is not only for residential 
identification, These areas are increasingly the fountainheads of wealth 
and income, An estimated 90 per cent of national income is generated 
in the metropolitan areas, and the percentage of national wealth is pro- 
bably higher. 


In summary, the metropolitan complex has become the reference 
area of our culture. The growth of such areas in the scant space of the 
last fifteen years has been amazing and the future growth will be explo- 
sive, These urban areas, as a consequence of their wealth and popularity, 
have an inherent potentiality for either good or evil, The urban planner 
and aesthete agree that, thus far, the metropolitan areas have generated 
more evil than good, “The writing on the wall" is clear enough; we do 
not require a Daniel to interpret its meaning because most metropolitan 
areas of any size have been studied in infinite detail by city planners, 
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economists, statisticians, civil engineers, tax authorities. and traffic 
experts, There is no mystery, then, as to the nature of the problem 
(assuming we want a complex industrial civilization). Strangely enough, 
there is no mystery, either, to the nature of the solution, Such uncer- 
tainties as there are relate to alternative ways by which to secure co- 
operation in solving metropolitan area problems when a majority of the 
inhabitants of the area -- the suburbanites -- feel that they can escape 
the problem, ignore it, and purchase security for themselves in their 
little enclaves. 


A review of the signal shortcomings that we would all recognize as 
normal workaday fare in a large urban center will prepare us to make a 
diagnosis of what is fundamentally wrong. We shall then be in a position 
to chart the general course for some remedies. 


Ill. The Problem Areas 





Congestion : 


No one would hesitate to put traffic congestion first among the prob- 
lems that plague a large urban center. An acute sclerosis chokes the 
arterial system by which the urban center attempts to circulate men and 
materials, The costs of congestion in purely economic terms are awe- 
some -- consider the primary capital costs of thoroughfares and tracks, 
the energy expended daily, and the added costs of distribution, frustrated 
by delay and inaccessibility of vehicles to destinations; but consider also 
the human costs -- psychological wear and tear, harrassment, and wasted 
hours immobilized in the snarl, 


A traffic study made in 1907 is reported to have gauged the horse- 
drawn vehicles of New York at an average speed of 11.5 miles per hour; 
the average daytime rate for automobiles today is 6 miles per hour. The 
automobile as individual custom transportation in New York and manv 
other cities is economically obsolete -- an expensive manifestation of the 
commuter's independence. 


Some side effects of traffic congestion are worth noting in passing. 
The value of prime land locations for parking purposes hinders their use 
for alternative purposes, Ina different dimension, transportation unions 
experience increased power as a consequence of general inaccessability 
of alternative means of supply and the extended period required to restore 
normal supplies of goods after a strike, 


Density and Blight: 





Density is a rate derived by dividing into a fixed amount of space 
expansible demands for mercantile and residential housing. The conse- 
quence is a gradual process that first sees the bidding-up of central core 
land values and then circumscribing of the core by a gray belt of resi- 
dential and commercial blight, and ultimately deterioration of the core 
as its attractiveness is strangled. Directly related to density are high 
rates of infective disease, crime, disorder, and fire hazard -- with direct 
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consequences in government costs. The resource base required to support 
100,000 or more people per square mile taxes credulity as illustrated 
by water needs: 150 to 300 gallons of water daily per person, depending 
upon industrialization, (A single large steel mill can consume the gar- 
gantuan amount of 500 million gallons of water in a day!) 


Waste: 


Waste is the extraordinary contradiction in the metropolitan area; 
specialized, wealthy and presumably adaptable, there areas are, instead, 
awkward behemoths without apparent plan or direction. Scarce, irre- 
placeable resources, notably prime space, are bid away in highly imperfect 
markets indifferently to the seller of government-surplus wares and the 
midway-inspired amusement arcade as though the choice did not matter. 
Economic development, if promoted at all, takes on the character of a 
"salvage" operation -- pressing for, above all else, a "climate" hospi- 
table to commerce and industry (meaning local tax minimization inspired by 
inability to do anything about the 52.per cent federal corporate levy). 


It is fiscal resources that are rationed most wastefully in the 
metropolitan area. Boundary lines balkanize the natural community of 
interest that arises out of commuting, shopping and recreation activities; 
and most governments within the boundaries have taxing power. 1 With 
needs growing at an accelerated rate -- especially for schools -- the tax 
base is restricted to real and personal property plus (sometimes) a hoard 
of nuisance taxes. A poor measure of ability to pay, a slow-growing 
revenue source and, notoriously inequitable in its burden, the property 
tax must bear the dreams and promises of city and suburban citizens. 


Ugliness : 


It would be miraculous if the problems of congestion, density and 
waste produced as the dominating urban condition, beauty. No miracles 
have produced beauty in any measure to satisfy qualified aesthetes, Instead 
one hears the terms "maw," "sprawl," and the British "conurbation," used 
in describing the metropolitan complex. The postwar period has brought 
to its zenith the functional style, devoid of inspiration -- "filing cabinet" 
buildings. Mumford describes such buildings as "an effete and worthless 
baroque conceit.""~ Competition for space, light and air has not produced 
a spirit of reverence and organic "holism" that is the plea of Neutra, 
Mumford, and others, 


Our sloppy metropolitan housekeeping has destroyed much natural 


1, The 212 Standard Metropolitan Areas average in excess of 100 go- 
vernment jurisdictions each, 


2. Lewis Mumford, The City in History; Harcourt, Brace and World, 
1961, plate 49, 

3. Richard Neutra, Survival Through Design; Oxford University Press, 
1954, 
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beauty by such practices as discharging raw sewage into streams, (Half 
of the cities in the country do this.) Our failure to plan and zone for 
green belts and natural areas is by now an irremedial condition in many 
cities. 


The harsh reality is that urban areas have grown without plan, 
depending for pattern and motif upon whatever need and design were oppor- 
tune from one decade to the next. Asa consequence, city centers rarely 
symbolize any spiritual purpose or dramatize any consistent theme. Their 
drawing power has dwindled, depending now upon the necessities of work 
and the temporary lack of alternatives for amusement and recreation, 


IV. The Diagnosis 





Behind problems of congestion, blight, waste and ugliness lie failings 
that have their roots in apathy, greed, myopia and misconception. The 
city from the time of the Greeks has reflected the highest kind of cultural 
achievement -- a willing and deliberate acceptance by large numbers of 
people of a condition of absolute dependence upon others for sources of 
subsistence, recreation, amusement, and intellectual stimulation. The 
price of urban life is enormous; but throughout history, highly developed 
civilizations have considered the cultural products of urban living price- 
less. For various reasons, the dream ofthe city as a kind of cultural 
Valhalla has become less and less a reality. There has been a steady 
erosion of the sweet things the city offers and a compounded increase in 
the bitter things that it requires the urban citizen to suffer. The city 
itself is a cultural invention, an ingenious response to the cooperation 
made necessary by modern economic life. Asa cultural invention it is 
adaptable, and for failure to have sufficient adaptability most cities look 
backward to a golden era rather than forward to a renaissance, 


A diagnosis of the failings in the modern metropolitan environment 
would include the following: 





(1) We have relied upon m forces to do things that markets 
cannot do. Market forces left to themselves cannot allocate scarce urban 


space to its best long-run uses, Whether prime urban locations are 
commandeered by the government-surplus vendor, the tavern, or the 
amusement gallery on the one hand; or the office building, the educational 
foundation or university on the other, is a choice that cannot be made 
in the best interests of the metropolitan community by the arbiter of 
price alone. The evidence is the usurpation of prime city-center locations 
by honky -tonk enterprises, and the grey belt of industrial, commercial 
and residential slums that separate the nearest suburban fringe from the 
central city core. 


(2) ve been distracted unduly by national blems. We have 
been unable to maintain national interest and local interest simultaneously. 
As a consequence, the campaign for the downtown center for the per- 
forming arts has difficulty competing for attention with the crises in West 
Berlin, Havana, or Leopoldville. We think of "government" as primarily 
a federal or state matter; yet we probably experience contact with local 
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government ten times or more for every contact we have with state and 
federal government. 


(3) We have developed a peculiar suburban myopia. The suburbanite 
is more often than not an exurbanite who has relieved himself of concern 
with the city and its problems. As soon as he was able to muster the 
down payment on the ranch house in Crestwood Heights, he began to 
rejoice in the pleasant company of other liberated souls like himself. 
He requires a minimum of instruction from the "old" denizens to throw 
his lot in with the single-class subdivision system and begins to bristle 
with defenses against any tampering with his tax bill, property value, and 
school system. He sees himself carving out of the metropolitan area 
a garden spot which he firmly intends to hold against all adversaries. 
The adversaries he assumes to be the metropolitan planner, “city hall," 
the state department of education, most minority groups, and the low- 
income population. He firmly believes his tax bill is low because he has 
circumvented the city's political apparatus. He musters great energy to 
assure that the one tax over which. he has some control -- the school 
tax -- is kept in bounds. The local school board becomes the whipping 
boy for all the frustrations he feels in his inability to control his total 
tax bill; the state and federal budgets are beyond his control. The 
suburban citizen believes, if he thinks about it at all, that the rapid 
deterioration of the city which provides his place of employment, cares 
for his work-site needs, tries to accommodate his voracious appetite for 
thoroughfares and parking space, and provides outlets for leisure enjoy- 
ment is no concern of his. 


(4) We have curbed the powers of government too readily. Per- 
vading American culture is a unique element that might be called the King 


George III phobia. It is a viewpoint most strongly entrenched in the 
suburban middle class that government is inherently sinister and that 
power corrupts, Out of some sad history, the city has taken on an image 
of such corrupting influence that its power is most suspect of all. The 
problem which this attitude aggravates is the weakness of the multiplicity 
of petty jurisdictions within which we have confined local government power. 
Police and fire protection, sewage disposal, air pollution, traffic flow, 
land use, education facilities, and a long list of other functionsare inter- 
jurisdictional in nature and grow out of such familiar intra-area activities 
as commuting, shopping and recreating. 





Who is to initiate the plans and activities tomeet the urban citizen's 
requirements in terms of his many facets as worker, consumer, and 
amusement-seeker? Of equal importance, which metropolitan needs can 
benefit from area-wide planning and administration and which from neigh- 
borhood planning and administration? 


(S) We have been slow to define what we want for our region, The 
fact that we have been slow does not mean that we have neglected the 
issue, Every city of any size has assembled reports that chronicle what 
would be desirable in the best of all urban worlds, Few cities have been 
able to interest the leaders of all their suburban communities in area- 
wide planning. Hence, the reports rarely are a blueprint for action, 








They are, instead, watered-down discussions of possible alternatives and 
the difficulties which each poses, There is a fear that a blueprint for 
action might lead somebody to take action, with resulting extension of the 
power of government and usurpation of suburban prerogatives. 


These are pessimistic observations; however, the danger to larger 
metropolitan areas for which cities are the vital centers is not that they 
will be sacked by Persians or taken over, as the case may be, by any 
neighboring Chicagoans, Philadelphians, or Minneapolites. Large cities 
have an amazing survival power. The danger is that the opportunity will 
be missed to redeem cities and their satellite communities from indif- 
ference, congestion and blight. The opportunity to create an area of 
government concern that makes sense in terms of the living ways of 
people will be irretrievably lost. At some point the opportunity to breathe 
life back into urban areas will be gone. 


In order to do something about the problems that face us, we are 
going to have to think in unfamiliar ways. In four different categories 
we are going to have to be creative and adaptive and unselfish. 


V. Guidelines to Salvation 





The minimum requisites of delivrance from the woes that beset 
metropolitan areas are these: 


(1) We must decide quickly and boldly what we want; 


(2) We must accept the necessity for local government power, and 
assemble sufficient power to accomplish metropolitan goals; 


(3) We must develop a new revenue system with primary attention 
to characteristics of growth and equity; and 


(4) We must raise aesthetic considerations above functional consi- 
derations in our concepts of design when a choice is possible. 


Deciding What We Want: 





The coveted goal is an urban setting that anticipates human needs 
for inter-personal association and personality fulfillment -- a person - 
centered rather than trade-centered city. The city core, for example, 
might gradually become the focus of recreational and cultural activities 
with the industrial and trade apparatus housed in a segregated meridian 
or ring. Some possibilities for the city center are shown in the cities 
that have proceeded boldly: the civic nucleus in Harlow and Rotterdam; 
the historic core in Philadelphia and Washington; the organic center in 
Vallingby and Coventry. 


Enemies of a state of urban bliss are the automobile and behavior 
patterns that channel human beings into the same activities at the same 
rhythm, The automobile, at least, can be reckoned with, A range of 
possibilities for enjoying the automobile besides fighting the traffic snarl 
should be available throughout the breadth of the metropolitan area. This 
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suggests such designs as sinking automobile thoroughfares that lead into 
the central city. Belt-lines around the city at varying distances and 
parking areas must be provided, Truck traffic should similarly be con- 
trolled with a system of terminals of reducing size, and use of smaller 
vehicles as the end-use of cargo is approached, The validity of prin- 
ciples of concealment, limited access, and circumference-routing rests 
on experience in the preservation of beauty. 


Local Government Power: 





Policies that involve changing the pattern of land use and the location 
of production and recreational activities will require a vastly different 
construction of local government power than now exists. Power to plan, 
to tax, and to spend will have to be assembled, In termsof fiscal power, 
the entire area of interest -- meaning the average range of day - to - day 
commutation, shopping and recreation -- should come within a legal 
jurisdiction, 


A critical decision is the determination of the minimum necessary 
powers a metropolitan government requires. It is well known that size 
is disadvantageous in the administration of some functions; but borrowing 
money, administering a high-yield-low-rate tax (flat rate on income or 
gross receipts), and deciding on the location of capital facilities are 
examples where size is advantageous in administration. 


Administration is paramount in metropolitan government, which is 
no task for amateurs. Professional administration in finance, planning 
and personnel should be provided. A council representing the localities 
composing the area is implicit in metropolitan government plans with 
many possibilities for representation. Practical operating examples are 
Toronto and Miami. 


State and federal financial participation in reclaiming the metro- 
politan area is vital, The state must authorize the creation of any new 
unit of government -- probably through constitutional amendment. Pro- 
vision of funds for metropolitan planning studies and the guarantee of 
metropolitan area bonds are useful state activities. Federal funds might 
support planning and relocation of capital facilities. Proper phasing of 
urban renewal with local plans for city centers is necessary and must 
be sought, 


New Revenue System: 





Metropolitan administration cannot be expected to reduce local ex- 
penditure over-all, More government services and increased satisfaction 
can be expected from the funds expended, however, The enormous 


4. If only a limited start can be made on area-wide government, edu- 
cation should be the first function metropolitanized, The main reasons 
are the crying need for educational facilities and services, and the 
fact that changing school boundaries is an accepted practice, 
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expense of remaking the central core areas of existing metropolitan areas 
is indicated by the probability that the full value of one year's Gross 
National Product will be required -- $500 - $600 billion, or $10-$12 billion 
per year over a fifty-year period, 5 


The revenue system to implement such gross ventures cannot be 
supported by the property tax, regardless of the level of outside aid. 
Revenues must grow at least as fast as needs. Therefore, the revenue 
system must be tied to consumption or production -- meaning a gross 
receipts levy or an income levy. It would be expected that property tax 
rates on full valuation would remain constant at present rates.6 Any 
local government might then be free to use growth in its property taxing 
power to enrich the services available to its citizens as, for example, 
in the school program. 


We Must Raise Aesthetic Considerations: 





The absence of beauty in cities is traceable partly to neglect and 
partly to our penchant for resolving all doubts about design in favor of 
the functional, Economic activities have been allowed to dictate style 
even where a choice was available. The chief offender (although not the 
basic offender) of a state of urban beauty is the automobile. By usurping 
space for parking, gaining preferred access to the city core, and fouling 
the air, the automobile has contributed to the need for height and mass. 
By persuasion or control-through-fees, the automobile must return to the 
family stable to serve as a medium of recreation and hinterland shopping 
rather than commutation. 


The liberation of the city from the automobile is worth considerable 
planning and expenditure. Electric monorails constitute one pole of the 
commutation plan; convenient location of work sites within walking distance 
of neighborhoods the other pole. The monorail is, perhaps, less ambi- 
tious, but might regretfully push the perimeter of the metropolitan area 
outward, causing further disintegration. 


The achievement possible in the aesthetic dimension is the return 
of the city to the service of human ends and the expression of human 
purpose, the role that brought urban life into existence in the first place. 
As Lewis Mumford says, our cities could have "'...a renewal that would 
make the renaissance seem like a still birth." 


Conclusion 
In conclusion, it is proper to ask, can we get by with less than a 
frontal assault on the metropolitan area's problems -- requiring, as it 
does, a new (partly replacement) layer of government, a new tax and 
new loyalties? 


The answer is -- we can get by by doing nothing! But present 


7. Mumford, op. cit., p. 365. 
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conditions of life in the average urban complex will get worse: tax money 
will have decreasing leverage on problems, the gray zones will play host 
to a major portion of 50 million new urban citizens in this decade and 
will encroach on the suburbs, we will have to find parking space for 100 
million instead of 75 million vehicles, and the cost of merely caring for 
the human casualties of a hostile urban environment will nearly double. 
New York City is the example of how offensive urban life can become 
before the threshhold of citizen tolerance is reached. We can get by; 
but there is a better vision, worth the cost and the change in habits. 
Lewis Mumford sketches it for us: 


The final mission of the city is to further man's conscious 
participation in the cosmic and the historic process. Through 
its own complex and enduring structure, the city vastly aug- 
ments man's ability to interpret these processes and take an 
active, formative part in them, so that every phase of the 
drama it stages shall have, to the highest degree possible, 
the illumination of consciousness, the stamp of purpose, the 
color of love. That magnification of all the dimensions of 
life, through emotional communion, rational communication, 
technological mastery, and above all, dramatic representation, 
has been the supreme office of the city in history. And it 
remains the chief reason for the city's continued existence. 


A LOOK AHEAD IN ACCOUNTING 


Richard M, Lynch* 


Do "generally accepted accounting principles" produce unreliable, 
if not fictitious, financial statements, stated as they are in monetary units 
of demonstrably varying values? Does the principle of "full disclosure" 
include the divulgence on the audited balance sheet of a company's liability 
for past service credits under a funded pension plan; for stock options 
to its executives; for payments under a long-term, non-cancellable lease? 
Is the concept of “direct costing" incompatible with good accounting 
theory? Can the accountant make capital budgeting practical, if not 
intelligible, to management? Are there such things as "basic postulates" 
underlying the "generally accepted principles" of accounting? Is there 
more to higher education in accounting than preparation for the CPA 
examination? 


Are the accounting profession and accounting scholars aware of, 
and seeking answers to, such questions? 


Only the last question has a clear and unequivocal answer at the 
present time: it is decidedly, yes. To the perceptive and informed, the 
problems which give rise to the foregoing and related queries are cer- 
tainly not news; they date back from the recent to rather remote periods 
in the development of the discipline and professional practice ofaccounting. 
The point is, they carry an even greater urgency today, and no generally 
satisfactory solution to them has yet been advanced. 


Williamstown Seminar 





In August, 1961, a group of business educators, 38 senior faculty 
from nearly as many member schools of the American Association of 
Collegiate Schools of Business (and two European institutions) gathered 
at Williams College, Williamstown, Massachusetts, to discuss New 
Developments in Business Administration. The four-week intensive 
seminar was conducted by the Graduate School of Business, University 
of Chicago, and sponsored by the Ford Foundation. Enrollment in the 
seminar was drawn equally from the fields of accounting and marketing. 
Separate individual morning sessions in the respective fields were supple- 
mented by joint afternoon sessions twice a week in areas of mutual and 
general interest, such as the economic policy of the Kennedy administra- 
tion, the role of the behavioral sciences in business administration, 
applications of mathematics to business decision-making, and the future 
of higher education for business, 


The subject area of accounting was broadly subdivided into two 
parts: 1) matters pertaining to basic accounting theory and the external 


* Dr. Lynch is Associate Professor of General Business, College of 
Business Administration, rquette University. 








uses of accounting results, and 2) accounting as a tool for management 
planning and control; the internal uses of accounting. 


Staff 


The quality of the staff was the highest. Directing discussion in 
the areas of financial accounting were William A..Paton, Professor Emeritus 
of Economics and Accounting, University of Michigan; Maurice Moonitz, 
Director of Accounting Research, American Institute of Certified Public 
Accountants (on leave from the University of California at Berkeley) ; 
Sidney Davidson, Professor of Accounting, University of Chicago. Sessions 
on managerial accounting were conducted by Charles T. Horngren, Asso- 
ciate Professor of Accounting, University of Chicago (and formerly of 
the faculty at Marquette University), and Robert N. Anthony, Professor 
of Accounting, Graduate School of Business Administration, Harvard 
University. 


Common Dollar Accounting 





In crisp, unequivocal Patonian prose, the issue of the inadequacy 
of financial statements expressed in unadjusted dollars was broached. 
How, it is asked, can any reliance be placed upon a balance sheet whose 
assets are measured in dollars having such unequal purchasing power 
as those of 1961 and, say, 1939? Typically, a balance sheet reports a 
number of fixed assets acquired in different years in the past (sometimes 
as far back as thirty or forty years), recorded in terms of what they 
cost in the year of acquisition. Thus, a fixed asset acquired in 1939 
continues to be reported in dollars worth approximately twice as much 
as 1961 dollars, due to the inflation of the monetary unit. Whatever its 
undepreciated value may be, such a fixed asset remains understated on 
today's balance sheet. Similarly, fixed assets acquired in other years, 
and any other assets for that matter, remain incorrectly stated from the 
standpoint of what the monetary unit stands for at the balance sheet date. 


Paton is in favor of "common dollar" accounting. Some device must 
be developed, he maintains, whereby dollars of asset cost in past years 
may be converted into dollars of current period purchasing power, or 
“common dollars."' Public utilities offer an outstanding example of the 
relative effects of conventional and "common dollar" accounting. The 
various public service commissions base current utility rates on some 
"fair" return on the "fair" value of the company's investment in operating 
assets, Insofar as "investment" reflects assets acquired with earlier, 
less inflated dollars in the conventional manner, such investment base 
is understated. Hence, the rate of return based on an investment thus 
valued is insufficient to maintain sound financial health, to say nothing 
of overstating the company's net profit, forcing it to pay higher taxes. 
In the case of utilities, where investment in fixed assets claims the 
largest share of the company's capital resources, the inequity is at its 
worst. 


One attempt to highlight the effects of "common dollar" accounting 
was made by the auditors of the Indiana Telephone Corporation, a small 
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independent telephone utility, in its report for 1960. Comparative finan- 
cial statements were presented, showing differences only in the net plant 
account on the balance sheet, and property cost consumed (depreciation) 
on the income statement, The net plant, expressed in "common dollars," 
was $2,008,997. 42, or about 28 percent, higher than on an original cost 
basis. Property cost consumed in "common dollars" was $122,174.33 
higher than on the conventional basis (a difference of some 26 per cent), 
thus lowering the net income in a like amount. The net reduction in 
taxes on such a basis would have been $63,530.65. In their statement 
of opinion, the auditors averred that the conventional statements pre- 
sented "fairly" the financial position and the results of operation. They 
went on to explain that the adjusted "common dollar" figures were based 
on "indexes! and methods determined by a professional engineer" which, 
they added, resulted in reasonably accurate conversions. ‘‘Thus," they 
conclude, "the financial results are more fairly presented." (!) 


More widespread acceptance of "common dollar" accounting, Paton 
concluded, awaits much greater refinement and general acceptance of 
reliable indexes. Meanwhile, he believes, the problem ought to be high- 
lighted, and accountants ought to admit that they are misleading the readers 
of their financial statements by rigid adherence to such "generally accepted 
accounting principles, " 


Certain Long-Term Liabilities 





Most of the members of the staff and seminar participants were in 
agreement concerning the problems of balance sheet disclosure of a 
company's liability under certain long-term leases, funded pension plans, 
and executive stock option plans. 


Some CPA's footnote their audited balance sheets explaining the 
company's obligations under long-term leases and funded pension plans, 
but few to date have given official recognition to the significance of a 
company's commitments under a stock option plan, Altogether too few 
companies include any information concerning these matters in connection 
with the financial statements contained in their annual reports to stock- 
holders, 


Mr. Moonitz based much of his discussion on the problem of the 
disclosure of the company's obligations under a pension plan on the 
preliminary report on an AICPA research project, of which he is the 
co-author. In their conclusions, the authors pointed up the need: (1) to 
footnote the balance sheet for the actuarially determined value of all 
pensions which will accrue to covered employees; (2) to include as a 
liability the actuarially determined amount of pensions earned by or 
accruing to employees for work done to date, from which could be 
subtracted the amount ofthe fund in the hands of the trustee, to arrive 
at a net liability; (3) to set forth the amount charged to operations for 


1. Based on Department of Labor index of wholesale prices. 


27 








the total pension obligations attributable to work done by employees in 
the current period; (4) to specify the actuarial factors used in the 
calculations, and the method of funding employed; (5) to state the date 
of the most recent actuarial determination, the name and affiliation of 
the actuary; (6) to include a summary of the plan; (7) to state the effects 
(including the tax effects) of any change in actuarial factors used to 
calculate the effect on operations and the method used to finance pension 
obligations, 


Where any disclosure is made of a company's liability under long- 
term, non-cancellable leases under present conditions of practice, it is 
almost invariably foommoted. Mr. Davidson takes the position that this 
type obligation is a long-term liability just as truly as is a bond issue. 
He believes that the amount of the liability can be computed by means 
of discounting the flow of future rental payments at some reasonable rate 
to arrive at a present value for balance sheet purposes. Some evidence 
that this is a controversial position may be had from the article entitled 
"Disclosure of Long Term Leases" by Alvin Zises in the February, 1961, 
issue of the Journal of Accountancy. 





Even more culpable than the inadequacy of disclosure by accountants 
of the foregoing types of liabilities, is their failure to give recognition 
to the significance of stock options, Mr. Davidson believes. By failure 
to include any value for stock options on the balance sheet, accountants 
implicitly value them at zero. Of any value which they could select, he 
holds, zero is the least accurate. While stockholders vote on the granting 
of stock options, it is one thing to sell them on the need to compensate 
executives in this tax- sheltered way, and it is quite another to report, 
in effect, that these cost the company nothing, or that the company has 
no. monetary obligation as a result, Mr. Davidson admits that he is at 
a loss to propose a good way to compute the amount of such a liability. 
He is convinced, however, that the Board of Directors must have had 
in mind some figure for compensating executives, part of which was to 
be paid in salary, part in stock options, Whatever method may be used 
to estimate its value, something is preferable to nothing in disclosing 
the company's liability. 


Funds Statements 





Another study by the Research Division of the AICPA soon to be 
published treats of "Cash Flow" Analysis and The Funds Statement. The 
Statement of Source and Application of Funds (or whatever else it might be 
called) bids fair to become the third major financial statement in the not 
too distant future. It is appearing in an increasing number of stock- 
holders’ published reports. More and more emphasis is being placed 
upon it by investors and financial analysts. Several problems present 
themselves, however, as its use becomes more widespread, 


Differences exist as to the concept of "funds." Some regard it 
merely as cash, Others expand it to include all working capital. The 
most comprehensive concept, and the one which the AICPA report recom- 
mends, is that of all the financial resources of the firm. In view of the 
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various concepts of funds in current vogue, not all funds statements are 
constructed in the same way, nor do they lend themselves to uniform 
interpretation, 


Another difficulty stems from the concept and use of the term, “cash 
flow."" There is an increasing tendency on the part of financial analysts 
and writers to substitute “cash earnings" (generally understood as net 
profit after taxes plus depreciation) for "net income." Such carelessness 
in the use of a term which stands for a potentially useful concept has 
led to much misunderstanding of the nature of the results of a firm's 
operations, Whereas "net income" has a precise conceptual meaning in 
terms of realized revenue matched with all the costs of producing such 
revenue within the defined limits of a period of time, "cash flow" is 
neither cash nor flow. Adding back depreciation to the net income figures 
does not take into account all the other transactions in the treatment of 
which the cash basis differs from the accrual basis; such things as the 
difference between the values that enter inventory and those which enter 
cost of sales in a given period, sales and purchases of goods on open 
account, the assorted accruals of income and expense, and the amorti- 
zation of deferred or prepaid items of income and expense. Furthermore, 
the amount labelled as “flow" is the result of netting many transactions 
into an algebraic sum, and is in no sense a measurement of flow. 


Another undesirable result of such indiscriminate use of terms 
which have precise meanings is the unfortunate effect on the minds of 
unsophisticated readers of financial information of such phrases as 
“depreciation produced funds in the amount of ...," "cash from depre- 
ciation exceeded cash from net income ...," “we won't spend all our 
depreciation on fixed assets this year ...,"' etc. Certainly the informed 
analyst does not need to be told that depreciation never added a penny 
to a company's bank account; that funds flow from operating revenues, 
and are retained to the extent that certain operating costs (not just 
depreciation) do not require- outlay of cash in the current period. But 
to the bemused Alice in the Wonderland of business, the fascinating image 
of someone's handing the company president a handsome check in exchange 
for a large box labelled "Depreciation - 1961" must rank as the "curious- 
est" of all, 


Perry Mason (Ph.D., C.P.A.), author of the incipient AICPA research 
report, recommends in part the following: (1) that the funds statement 
be treated as a major financial statement; (2) that such statement be 
broad in scope and in its concept of "funds" to include all financial 
management operations; (3) that it be standard practice for management 
to include with such statement some interpretive comments, andespecially 
that reference to "cash flow" not be presented apart from the funds 
statement; (4) that, in the interest of flexibility and variable emphasis, 
there be no standard form for the funds statement; also that changes in 
working capital not be shown simply as a single item, especially if 
changes in individual current assets and current liabilities are material; 
(5) if the more popular form which begins with net income is used, care 
should be taken to avoid giving the impression that depreciation and the 
like are "sources" of funds. One way to accomplish this is to begin with 








adjusted net income ("funds from operations") and show details in a 
footote. 


Basic Postulates of Accounting 





The first of the new series of Research Reports to be published 
(October, 1961) by the Research Division of the AICPA is entitled "Basic 
Postulates of Accounting" and Maurice Moonitz is its author. In it is 
embodied a scholarly attempt to formulate a fundamental framework of 
reasonably enduring propositions upon which the entire body of knowledge 
and professional practice of accounting might rest. Its monumental 
proportions, thus, are immediately apparent. By virtue of its philoso- 
phical tone and implied purpose of anchoring a dynamic economic force 
to an unchanging base, however, it is vulnerable to the various criticisms 
of "practical" men. 


There are questions as to the real need for such a foundation. 
Others might hold that things so basic are self-evident, and need no 
formal pronouncement for those familiar with them. Nevertheless, they 
must give pause to the thoughtful man concerning the exact nature of this 
upstart professional discipline which becomes deeper, broader, and more 
pervasive in the affairs of men with each passing day. 


Mr. Moonitz views these propositions at three levels, as it were, 
of abstraction. He lists and describes seven of the most general of these 
as follows: 


1. Order. We live in an orderly society in which the potential 
consequences of actions can be predicted with some degree of 
success, 


2. Quantification. Quantitative date are helpful in making rational 
decisions, i.e., in making choices among alternatives so that 
actions are correctly related to consequences, 


3. Factor Combination. Goods and services are produced by 
combining labor, natural resources, and capital. 





4, Exchange, Most of the goods and services that are produced 
are distributed through exchange, and are not directly consumed 
by the producers, 


5. Entities. Economic activity is carried on by specific units or 
entities. Any report on the activity must identify clearly the 
particular unit or entity involved. 


6. Time Period. Economic activity is carried on during specifiable 
periods of time. Any report on that activity must identify 
the period of time involved, 


7. Unit of measure. Money is the common denominator in terms 
of which goods and services, including labor, natural resources, 





and capital are measured, Any report must clearly indicate 
which money is being used, 


From the first broad level, which summarizes those aspects of the 
environment which are of direct significance to accounting, he proposes 
a series of four propositions which consider certain aspects of accounting 
which appear to be valid in every circumstance: 


1, Financial Statements. The results of the accounting process 
are expressed in a set of fundamentally related financial state- 
ments which articulate with each other and rest upon the same 
underlying data. 





2. Market Prices. Accounting data are based on prices generated 
by past, present, or future exchanges which have actually taken 
place or are expected to. 


3. Entities. The results of the accounting process are expressed 
in terms of specific units or entities. 


4. Tentativeness. The results of operations for relatively short 
periods of time are tentative whenever allocations between past, 
present, and future periods are required, 


It will be noted that each of the above four secondary propositions 
relates directly to one of the primary postulates listed earlier. Thus, 
1) relates to Quantification, 2) relates to Exchange, 3) relates to Entities, 
and 4) relates to Time Period. The four taken together, he points out, 
constitute a set of broad accounting principles derived from, or resting 
on the basic postulates. 


The third level he refers to as "imperatives,"' They relate to the 
proposition concerning Financial Statements, and could be considered 
extensions of that broad principle. They are: 





1. Going Concern. In the absence of evidence to the contrary, 
the entity should be viewedas remaining in operation indefinitely. 
In the presence of evidence that the entity has a limited life, 
it should not be viewed as remaining in operation indefinitely. 


2. Objectivity. Changes in assets and liabilities, and the related 
effects on revenues, expenses, retained earnings, and the like, 
should not be recognized earlier than the point of time at which 
they can be measured in objective terms, 


3. Consistency. The procedures used in accounting for a given 
entity should be followed consistently from period to period. 


4. Stable Unit. Accounting reports should be based on a stable 
measuring unit. 
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5. Disclosure. Accounting reports should disclose that which is 
material. 


Such a brief summary of conclusions hardly does justice to the 
development of Moonitz' thought, but ought to convey in part at least the 
systematic and scholarly substance of his approach to the philosophy of 
accounting. 


Direct Costing 





Management use of accounting results for planning and control 
decisions is a subject which has had an enormous impact upon the field 
as a whole in postwar years, and developments in this area seem in 
general to be outstripping similar advances in what was the main stream 
of accounting theory. Asan initial reaction, the field tended to separate 
into two camps -- the financial and the management accountants, fre- 
quently at odds as to whether the basic role of accounting was income 
determination and asset valuation or service to executive decision-makers. 


More recently, however, both groups are tending toward a synthesis 
in their respective areas of emphasis, the financial accountants looking 
less suspiciously at the subjective shenanigans and inexact prognostications 
of their industrial cousins, and the cost accountants rediscovering the 
bedrock of theory upon which their art was built. As less of their 
cumulative energy is spent upon internecine contention and more is 
devoted to useful research and professional development, the progress 
of the art promises to accelerate, Evidence of the merger of the two 
segments of the field is to be found in the emergence in recent years 
of a number of chief executives of prominent corporations whose roots 
were in the accounting profession, and likewise the increasing emphasis 
in the public accounting profession itself upon administrative services 
to its clients, supplemental to its traditional auditing and tax services. 


On one question, however, controversy prevails, and no clear-cut 
resolution appears likely in the near future. A technique called "direct 
costing’ is the issue. Developed primarily as a practical means of 
achieving some of the objectives of flexible budgeting and breakeven 
analysis through a particular design of the chart of accounts and the 
income statement, it has met with determined opposition on the part of 
financial accountants in general, and the Internal Revenue Service in 
particular. 


Direct costing, or variable costing as Mr. Horngren prefers to call 
it, is based on the differentiation of costs in terms of their relationship 
to the volume of operations in a business. Those which vary in direct 
relationship to short-term changes in the level of volume are classed 
as variable costs. Those whose behavior is unrelated to short-term 
changes in volume are termed fixed (or capacity) costs. Variable costs 
are considered inventoriable, and are taken into the income statement 
only when the goods to which they relate are sold, Fixed costs (both 
of the manufacturing and non-manufacturing variety) are not considered 
product costs, but rather costs of the period in which incurred, and 
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therefore are written off without regard to whether goods produced in the 
period are sold or retained in the inventory. 


Thus, the income statement under direct costing will first deduct 
the variable costs from sales revenue in arriving at a profit margin 
which is known as "contribution" or "variable margin." This is the 
margin out of which fixed costs must be met before a net profit is 
realized (this concept likewise is at the core of breakeven analysis). It 
differs from the conventional gross profit margin in that fixed factory 
overhead is not deducted as a factor in its determination. 


Management finds this type of reporting and analysis useful insofar 
as it can see quite readily in the income statement the effects of sales 
volume on the net profits for the period. Net profits are directly related 
to sales volume, a relationship which management understands clearly 
-- profits. are high when sales are high, low when sales are low. 
Furthermore, product profitability analysis can be incorporated into the 
income statements for the period, since only costs directly identifiable 
with the products (i.e., the variable costs) are factorsin the determina- 
tion of each product's contribution. No attempt is made to allocate 
indirect expenses, factory or administrative. Management's assessment 
of the relative profitability of its products is sharpest and most reliable 
at the contribution level. 


A tool possessing such obvious usefulness to management apparently 
can be attacked only on theoretical grounds. The focal point of the 
criticism is the problem of valuation of inventory on the balance sheet 
for purposes of external reporting. Elimination of the fixed factory 
overhead from the inventory results in asset valuation which is always 
lower than the conventional, or "full costing" method, The cost of 
indirect factory overhead is just as much a cost of producing a good as 
is the cost of material, so runs the argument. You should not, there- 
fore, make an arbitrary distinction between such costs for inventory 
evaluation, If the goods are unsold and still in inventory, value them 
at their full cost. They expire only when the goods are sold. To 
eliminate fixed factory overhead from the inventory is to understate its 
value, 


Mr. Horngren offers his rebuttal on theoretical grounds. In an 
article in the Accounting Review, he establishes the concept of future 
service potential as the theoretical basis for asset valuation, From the 
American Accounting Association's Committee on Concepts and Standards 
Underlying Corporate Financial Statements, he excerpts a definition of 
assets which says, in part, that they are “economic resources devoted 
to business purposes within a specific accounting entity; they are aggre- 
gate service-potentials available for or beneficial to expected operations," 
This committee then referred to asset expiration (expense) thus: "Expired 
costs are those having no discernible benefit to future operations." Based 
on these two definitions, Mr. Horngren concludes that costs are assets 
if they can justifiably be carried forward to the future, if they bear 
revenue - producing power, if they are beneficial to future operations -- 
if they possess service potential. To the extent that incurring a cost 
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in one period avoids the incurrence of the same cost in the subsequent 
period, it possesses service potential. The justification for treating 
fixed factory overhead as an asset, then, must meet this test of service 
potential, Such variable costs as direct material, direct labor, and 
variable overhead seem, in general, to meet this test. On the other 
hand, property taxes, period depreciation, factory superintendent's salary, 
and the like generally do not, since carrying them in inventory will not 
eliminate the necessity of incurring them in the next period. Although he 
develops his case at much greater length, this seems to be the theoretical 
ground upon which Mr. Horngren would justify direct costing, not only for 
the internal use of management, but for external reporting as well. Never- 
theless, as more companies seem to be adopting direct costing, the 
controversy continues. 


Capital Budgeting 





The problem of how to allocate scarce capital resources among 
numerous alternative projects has vexed management from antiquity. 
How to quantify the elements of a capital expenditure decision seems to 
be the emergent problem as technology increases in complexity and 
administrative decision-making becomes more sophisticated. Accounting 
for management offers some tools for analysis which are improving 
results in this area, but much room for refinement remains. 


Robert N. Anthony is an outstanding advocate of the application of 
the concept of discounted cash flows to the capital budgeting decision. 
Essentially, this technique is an adaptation of the mathematics of the 
present value of an annuity to the periodic earnings (or savings) effected 
by the investment of capital in a long-term project. Two specific tech- 
niques seem to be gaining increasingly widespread acceptance: the Time 
Adjusted Rate of Return method, and the Profitability Index based on 
present values, 


For either technique to be effective, estimates must be made of 
the amount and duration of cost savings or increased earnings expected 
to be realized from the investment in a capital project. In the case of 
Time Adjusted Rate, annuity tables are used to approximate the unknown 
factor in the annuity formula: the rate of interest necessary to produce 
the amount of projected future earnings on the proposed capital investment. 
When several alternatives are compared in terms of their respective 
rates of return thus computed, those with the highest rates (up to the 
limit of the capital available for investment) will ordinarily be chosen, 
A lower limit is usually established in terms of some minimum rate of 
return, below which it may be deemed undesirable to undertake a project. 


The Profitability Index is a variation on the same concept. Under 
this method, some rate of desired return is established as the factor for 
discounting the flow of future earnings on all alternative projects. The 
present value of the flow of earnings thus computed for each of the 
projects is then divided by the respective investments necessary to produce 
each, The quotient is the index of the profitability of each project. If 
the present value, at the specified rate, of the flow of earnings on a 
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project is greater than the investment, the index is greater than l. 
Presumably no project with an index less than 1 would be considered 
further. Of those with indexes greater than 1, management would be 
advised to choose those having the highest indexes, other things equal. 


The mathematics of the techniques are relatively simple. Problems 
remain, however, suggesting the need for certain refinements. For 
instance, the Profitability Index sometimes indicates one project as the 
most favorable, while Time Adjusted Rate gives a different result. Or 
it sometimes happens that one project offers a lower rate of return than 
another, but pays back its investment over a shorter period in the future. 
The question then becomes one of howaccurate are the estimates upon which 
the calculations are based, and how much greater return is necessary 
on the project with the longer payback to justify the greater risk? Still 
another difficulty is the determination of the cut-off rate. Some advocate 
the use of the firm's cost of capital -- but scholars in the field do not 
agree on a satisfactory method of computing cost of capital. Mr. Anthony, 
for the present at least, advocates the arbitrary use of a figure of 10 
per cent after taxes as the cut-off rate, and challenges anyone to make 
a convincing case for any other method. Perhaps nothing more need be 
said to point up the imperfect state of the art at the present time. 


Return on Capital Used 





As firms become larger and operations become more decentralized, 
the need for measures of management performance becomes more urgent. 
Among the techniques now available for quantifying the appraisal of 
executive performance, few are as fundamental as measuring the return 
a manager realizes on the operating assets he uses. This simple calcu- 
lation is based on the same concept as the investor's ratio of return on 
net worth. The purpose being quite different, however, the factors in 
the calculation likewise differ. 


Where the return on net worth is a measure of the over-all worth 
of the capital stock investment, return on capital used is the gauge of 
management's effective use of operating assets. Thus, while the investor 
looks at the relationship between the net profit after interest and taxes 
and the residual (ownership) equity, the manager is measured by how 
much operating profit (before interest and taxes) he earns per dollar of 
operating assets at his disposal. 


In the latter case, the components of the profit and asset factors 
are of considerable significance. The manager needs to know how much 
he has to work with in the way of cash, receivables, inventories, and 
the various types of fixed assets; he needs to know the composition of 
his sales, his manufacturing costs, his selling and administrative expenses; 
to him, the number of times he is able to turn his capital over in sales 
in a given period is vital. Variations in all the factors have their effect 
on the final percentage of return. 


Problems with which management and the accountant are wrestling 
at present include: how to determine a “normal” level for the major 
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items of working capital; how to price materials and parts which he buys 
from other divisions of the company, or those he sells to other units 
within the company (transfer pricing); how to value the fixed assets he 
uses; whether or to what degree to allow him discretion in setting the 
depreciation policy on such assets; how much latitude should he have in 
purchasing and disposing of fixed assets; to what extent should his com- 
pensation be directly related to the return he earns on the assets he uses. 


Education and the CPA Examination 





No gathering of educators adjourns without some discussion of 
curriculum, Williamstown was no exception. The rumblings of the 
Gordon and the Pierson Reports continue to ring in the ears of business 
academicians, and the ferment was much in evidence here, 


The participants in the seminar were not content to mouth generali- 
ties. Hours were spent in discussion, not only of courses old and new, 
but details of course content and methods of improving instructional 
effectiveness, 


It is beyond the scope of this article to report these discussions 
in detail, However, many interesting, if unresolved, issues emerged. 
Of basic interest was the contention that traditional instruction in 
accounting is almost overwhelmingly oriented to the existing content of 
the uniform CPA examination. The point was made that from the intro- 
ductory course onward, emphasis proceeds from the bookkeeping details 
to the more involved technical aspects of financial accounting in a manner 
of interest solely to accountants gua accountants. Now practically all 
business students are required to take introductory accounting as a core 
requirement (and employers are nearly unanimous in their endorsement 
of its essentiality). But those whose goal is some career other than 
public accounting (almost always a majority) are left with a distinct 
distaste for the subject, coupled with an almost total lack of awareness 
of the usefulness of accounting to anyone but accountants, To remedy 
this, it was suggested that the emphasis in beginning accounting be on 
the various uses made of the results of the accounting process by cre- 
ditors, investors, and management. This school of thought holds that 
even the interest of prospective accounting majors will be greatly stimu- 
lated, since they will see in clearer perspective just what is the economic, 
social, and administrative significance of the career which they are about 
to undertake. From the larger number of those for whom this would be 
the only accounting course, more intelligent users of the products of 
accounting might emerge. 


Defenders of the traditional discipline maintain that their principle 
obligation is to the accounting major and to the profession; that they are 
doing a satisfactory job in view of the demonstrable success of their 
graduates in the CPA examination and in their subsequent professional 
career, Furthermore, for those who will not major in accounting, little 
can be done to impart an appreciation of the usefulness of accounting 
until they are well grounded in the fundamental concepts and techniques 
of accounting. If these wish to acquire greater depth of understanding 
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of the management uses of accounting, they may elect courses in Cost 
Accounting, Accounting Systems, Budgeting, and Income Tax. For those 
aspiring to careers in managerial accounting, the accounting major is 
still the ideal preparation, since they will be operating with the same 
body of knowledge, and utilizing the same basic techniques. The notion 
that there should be a discipline separate from the CPA orientation for 
prospective management accountants is not valid, since there is nothing 
in the area of management accounting that is not likewise important to 
the CPA. 


From the differing points of view, however, there seemed to emerge 
general agreement that some changes of emphasis were called for in view 
of the very problems discussed at the seminar, the observably expanding 
role of the accountant, particularly in internal administration, and in the 
management services being demanded by and offered to clients of public 
accounting firms. 


The group reviewed a preliminary report of a committee of the 
American Accounting Association studying the CPA examination. The 
committee offered six specific recommendations geared to the needs of 
the accounting profession in the future, as they viewed it. In summary 
they included: 


1. The baccalaureate degree from an accredited school should 
provide evidence of general knowledge and abilities. For spe- 
cific preparation for a career in accounting, a fifth year of 
specialized study should be required as soon as feasible. 


2. The commercial law section of the examination should be dropped, 
since it represents only one of many areas of required general 
knowledge. The time thus released should be utilized by ex- 
pansion in other sections of the examination, 


3. Any new entrant to the profession, whether he is to become 
a general practitioner, or a specialist in auditing, taxes, or 
management services, should possess a common body of know- 
ledge. The AICPA should describe this common body in detail. 


4, The CPA examination should test all three areas of the common 
body of knowledge: auditing, taxes, and management services. 
The first two are now being tested adequately, but management 
services deserve more emphasis. This could be accomplished 
without setting up new sections of the examination, 


5. Theory should include more questions involving the direct 
analysis and interpretation of financial statement data. 


6. If statutory and other factors permit, ultimately the Theory 
and Practice sections should be merged, In this way, the 
examination could help stress the need for a common body of 
knowledge that is applicable to a wide variety of specific 
situations, 
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In summary, the first major point seemed to be that there is a 
need for better accounting education, particularly in the managerial uses 
of accounting, for non-accounting majors. Second, the expanding body 
of knowledge of accounting needs clearer definition. Third, curriculum 
and course content for accounting majors needs constant revision and 
updating in line with the changing substantive content of that body of 
knowledge. Fourth, that to meet the needs of general education, per 
Gordon and Pierson, and to provide adequate professional preparation in 
the light of the heavier demands of the common body of accounting know- 
ledge, that a fifth year be added to present programs, with most of the 
accounting specialization concentrated in the fifth year. Finally, the 
CPA examination should be revised in keeping with the expansion and shifts 
in emphasis in the common body of accounting knowledge. 


The general image seems to persist, even among many of its prac- 
titioners and teachers, that accounting is a rather rigid, static discipline; 
that its dominant emphasis is historical; that its “generally accepted 
principles” are pretty firmly established and sacrosanct; that its raison 
d'etre consists solely in keeping businessmen honest and prompt in their 
payment of taxes. In smashing some of these widely cherished icons, 
the Williamstown seminar did little to add to the comfort and self-satis- 
faction of its participants. Instead, it left the impression on at least 
one of them that new frontiers may not end at the banks of the Potomac; 
but from the seeds of accounting already in germination, by what fruits 
shall it come to be known? 
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ECONOMIC INDICATORS 
FOR NINETEEN CITIES 
IN THE STATE OF WISCONSIN 


This past fall has been another period of watchfulness for the United 
States. Information was sought from the businesses and governments 
throughout the world so that it could be evaluated to determine which way 
our economy was headed. Multitudinous facts have been gathered and fed 
to the responsible men and women across our country on a continuous 
basis. Unfortunately, the facts have been too voluminous, and with few 
exceptions, not very satisfying. 


This is evidenced in the business community today with its tremen- 
dous information system bogging down.with the increased quantity of data 
being processed. Confusion has resulted, causing business leaders to 
be rather indecisive when, in effect, we should have positive action. 
Qualitative data are being submerged in the expanding pool of quantitative 
facts being spewed forth by the technicians and their computers. To date, 
the businessman has had trouble absorbing and communicating the essential 
ideas required for decisions on the firm basis. 


Marquette University is aware of its responsibility, as a leading 
private educational institution, to help society solve sucha problem. Our 
1650 I. B. M. computer is proving useful in the hands of Marquette's faculty 
and students as a research tool in solving multi-dimensional problems 
such as this one. Presently the efforts of the Center for Business Services 
are being directed to the specific topic of Wisconsin Business Indicators 
as an aid to businessmen in their local decision-making. 


We believe that the more specific the data, the more meaningful 
they become when interpreted in the light of additional data. Therefore, 
for the past year, we have collected on a monthly basis a few facts, not 
unlike those collected by others, from the major cities in the state of 
Wisconsin. This represents an initial move by Marquette University to 
provide local citizens with some comparative statistics which will be 
expanded if the service proves to be worthwhile. 


Four sensitive economic indicators were selected to measure busi- 
ness changes in nineteen urban areas. When analyzed in the proper 
context, these indexes should provide a sound basis for an historical 
interpretation as well as an estimate of future activity. For example, 
the new Department of Commerce business cycle indicators can be related 
directly to the local indexes and their trends. 


The four indexes are bank debits, industrial electricity sales, 
building permits, and employment. Bank debits are indicators of general 
business activity as they record the money payments for all transactions, 
whether they be wholesale, retail, services, production, or financial. 


Industrial electricity sales, as reported by Wisconsin utilities, are 
a measure of total production activity and are directly related to business 
fluctuations. 


The dollar value of building permits is compiled and sent to us by 
the local building inspectors. It indicates what is happening in the con- 
struction industry, which is a relatively important economic activity. 


Employment is the last broad category and is based on the Wisconsin 
State Employment reports to show where most of the state's personal 
income is derived. 


Very little interpretation will be made by us, as each figure should 
be studied individually and then related to local phenomena as well as to 
state and national statistics. 


Should there be a need for the Center to help people understand the 
use of these indicators, we will gladly demonstrate their value at a Saturday 
conference, 


Although we are collecting our information monthly, the statistics 
will be summarized and released on a quarterly basis. Specific requests 
for monthly releases will be acknowledged, if there is sufficient interest. 
The next issue of the Marquette Business REVIEW will be published at 
the end of January and will cover the fourth quarter of 1961. 
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INDEXES OF BANK DEBITS 
In Selected Wisconsin Areas 


1959 = 100 
July August September 

Area 1960 1961 1960 1961 1960 1961 

Eau Claire 98.3 113.8 114.1 112.2 103.3 108.1 
Fond du Lac 119, 2 118.8 114.7 121.1 110.3 109, 2 
Green Bay 110.9 108.6 115.6 115.8 114.2 108.3 
Kenosha 98.1 100.7 101.6 98.2 97.4 98.4 
LaCrosse 102.6 105.3 115.2 116.7 96.7 93.8 
Madison 99.5 116.2 112.7 127.1 106.9 116.8 
Manitowoc 94.1 96.0 96.4 98.8 97.6 92.8 
Milwaukee 99.6 102.7 120.3 116.0 96.8 100.1 
Oshkosh 96.3 103.5 104, 4 98.7 96.5 94,2 
Racine 94.8 98.4 102.2 103.3 102.6 103.6 
Sheboygan 104.6 107.1 110.6 114.8 105.7 107.2 
Superior 105. 1 114.4 117.5 135.3 112.1 108. 8 
Wausau 114.4 115.5 120.3 126.9 124.4 114, 2 
ALL AREAS 100.2 104,4 117.2 115.6 99.4 102.1 


Sources: From Federal Reserve Board and from individual banks in 
respective cities. 


In this initial report of bank debits our statistics were incomplete 
as not all the banks contacted submitted their figures. It is hoped that 
the remaining six cities can be represented in the next issue so that 
those businessmen will have the benefit of this index, which reflects 
business in general. More specifically, it reflects the change in the 
dollar volume of all checks issued by the local government, businesses, 
and individuals, 


Using the average monthly amount of 1959 as the base figure that 
represents one hundred, each month and each area can be easily com- 
pared. Manitowoc, for example, has not achieved the summer pace of 
1959 in either 1960 or 1961. Wausau, however, has demonstrated higher 
financial activity in this same three-month period in both 1960 and 1961 
when compared to 1959. The only city to show gradual expansion of 
debits from July to December is Racine, even though the amount was 
relatively small. 
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INDEXES OF INDUSTRIAL ELECTRICITY SALES 
In Selected Wisconsin Areas 





1959 = 100 
July August Septem ber 

Areas 1960 1961 1960 1961 1960 1961 

Appleton 93.4 107.5 123.9 131.4 112.0 118.7 
Beloit 113.4 108.1 101.9 90.7 103.2 102.9 
Eau Claire 69.4 62.4 96. 6 90.8 89.9 89.3 
Fond du Lac 93.1 108.3 107.6 116.9 117.6 123.5 
Green Bay 92.9 104.5 105.2 122.5 104.2 114.1 
Janesville 107.5 114.9 102.5 111.0 111.3 85.0 
Kenosha * 90.8 97.0 81.1 79.9 107.3 102.1 
LaCrosse 97.9 98.6 104.8 103.1 101. 6 85. 8 
Madison 102.5 111.7 122.5 116.6 1ll.1 113.9 
Menasha 98.1 103.5 113.2: 124.9 109.5 118.0 
Milwaukee * 100.2 102.7 99.9 103.5 106.6 109.4 
Neenah 95.8 96.1 103.4 114.4 99.5 107.4 
Oshkosh 92.4 100.8 100.5 107.5 97.5 A173 
Racine * 103.0 105.6 90.5 94.6 a) ae 
Sheboygan 104.4 111.8 99.2 115.9 110.3 121.3 
Waukesha * 106.0 107.3 94.6 105.3 104.9 118.8 
Wausau 96.1 101.4 109.3 113.9 108.0 119.5 
ALL AREAS 97.2. Wiel 100.4 105.3 105.7 108.5 


* Industrial Electricity Sales for these areas are for entire counties. 
Other sales figures are for cities, 


Sources: From Electric Utility Companies, 


With the exception of two areas, the industrial electricity sales 
figures are complete, thanks to the cooperation obtained from the electric 
utilities throughout Wisconsin. Even though the statistics of four areas 
are on a county basis, the predominant city in each is responsible for 
most of the power consumption and, therefore, the converted index 
numbers are relatively unaffected by the changes in the use of electricity 
outside the city. 


Fluctuations of these indices should be explainable on the local 
level, Many different patterns exist, as power requirements differ from 
industry to industry. The cities of Appleton, Green Bay, Menasha, and 
Neenah of the Fox River Valley, for example, use more electrical energy 
during August than they did in July or September. Meanwhile, Beloit, 
Kenosha, Racine and Waukesha find August the poorest production month 
of the three. When a city experiences a sudden change, such as Janes- 
ville experienced this last September, usually a single incident of a major 
user or a pattern of happenings can be the causal explanation. 
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INDEXES OF BUILDING PERMITS 
In Selected Wisconsin Areas 


1959 = 100 
July August September 

Area 1960 1961 1960 1961 1960 1961 

Appleton 151.8 92.6 291.5 226.0 109. 8 83.5 
Beloit 47.7 80.0 144.8 109.6 87.8 37.8 
Eau Claire 41.0 154.3 145.5 174.0 266.4 358.1 
Fond du Lac 159.7 76.0 67.1 86.6 yi Ay deer | 
Green Bay 58.8 67.7 59.2 51.7 44.3 159.1 
Janesville 70.6 45.5 133.6 68.8 101.8 51.3 
Kenosha 145.6 83.0 167.7 99.6 174.3 64.5 
La Crosse 42.3 90. 2 1026.8 339.0 100.0 48.1 
Madison 153.7 77.0 86.9 148.9 156.6 159.4 
Manitowoc 138.0 188.6 172.6 86.5 151.1 174.3 
Menasha 266.7 145.7 144.8 83.8 139.1 24. 8 
Milwaukee 157.7 74.5 110.8 85.9 58.0 75. 1 
Neenah 71.7 100.0 75.9 137.0 123. 8 58.8 
Oshkosh 44,4 42,1 52.3 162.9 47.5 64.4 
Racine 172.2 59.0 95.6 235.0 121.6 107.8 
Sheboygan 40.9 44.9 67.2 74.9 90. 6 53. 2 
Superior 134.9 123.3 247.7 151.7 161.0 76. 7 
Waukesha 32.7 36.9 74.7 37.8 30.3 80.5 
Wausau 144.1 102.7 56.3 87.0 50.2 198.1 
ALL AREAS 139.8 85. 6 128.3 106.5 84.3 93.0 


Sources: From City Building Inspectors 


The total variations in building permits fluctuate drastically from 
place to place and from month to month. Yet these variations, as re- 
ported by the local building inspectors, are symptomatic of present and 
future economic conditions. Before somebody builds, a need exists and 
money is willingly invested to satisfy this need because of an optimistic 
future. After the construction begins, business activity multiplies, as 
various groups of people have a new market and they, in turn, generate 
additional action. When the buildings are completed, still another cycle 
is set off as more capital is spent on equipment, supplies, and personnel. 
The end result is similar to the expectations of communities when they 
bargain for new industries to locate within their boundaries, 


LaCrosse is illustrative of the extreme variations possible with 
these figures, as it had over 1000 per cent increase from August, 1959 
to August, 1960. Then this activity subsided to less than 50 per cent in 
September of this year. On the other hand, Waukesha never did achieve 
its summer pace of 1959, but may now be on the rebound as September 
1961 was better than the combined value of its two previous months, 
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EMPLOYMENT 
of Reporting Establishments 
In Selected Wisconsin Areas 











Third Quarter, 1960 Third Quarter, 1961 Net 
Reporting Quarter Reporting Quarter Change 
Area Concerns Average Concerns Average 1960-1961 
Appleton 60 13,059 60 13, 318 + 259 
Beloit 67 13, 143 67 12, 397 - 746 
Eau Claire 84 11,124 84 10, 768 - 356 
Fond du Lac 63 9,858 64 10, 480 + 622 
Green Bay 82 16, 493 82 16, 479 - 14 
Janesville 50 11,001 50 10,050 :: 951 
Kenosha * 37,950 * 39, 850 + 1,900 
La Crosse 72 12, 223 * 27, 750 + 15,527 
Madison * 80, 490 * 98, 200 + 17,710 
Manitowoc 54 12,415 54 12,070 - 345 
Milwaukee # * 473,925 * 497, 250 + 23,325 
Neenah-Menasha 43 12,041 43 12,215 + 174 
Oshkosh 89 8,915 88 9,216 + 301 
Racine * 50,093 * 49, 450 - 643 
Sheboygan 46 8,898 44 8,545 - 353 
Superior 66 5, 284 66** 5,095 - 189 
Waukesha 45 6,922 45 6, 887 - 35 
Wausau 72 9,761 74 10, 175 + 414 


* Employment data for these areas are estimates of the total number 
employed, 


** 65 Reporting Concerns in July 1961 
# Milwaukee Area includes Milwaukee and Waukesha Counties combined. 


Source: Wisconsin State Employment Service, Labor Market Letter, 
August and October of 1960 and 1961 





The Wisconsin State Employment Service has been providing excel- 
lent information on employment for a number of years. Rather than 
duplicate their efforts, we will utilize the Labor Market Letter data and 
only convert it to out quarterly basis for comparative purposes. The 
net change in actual employment for each of the nineteen areas is the 
difference between the quarter average of this year in contrast to the 
same quarter average of last year. 


Although half of the areas above had fewer people employed in the 
last quarter, the positive gains in the remaining areas were much larger. 
Of the five largest centers in which the total numbers of employees have 
to be estimated, Racine was alone in reporting a decline, while the others 
added thousands to their payrolls, 
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